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HIGH PRICE OF DRUGS 


ESENTMENT at having to pay the high prices charged 

for many of the medicines now prescribed for minor 
as well as serious ailments has assured wide public inter- 
est for any action that holds some promise of easing this 
part of the burden of illness. The Senate Judiciary Com- 
mittee’s Antitrust and Monopoly Subcommittee, headed by 
Sen. Estes Kefauver (D Tenn.), will explore pricing prac- 
tices of drug manufacturers at hearings opening on Dec. 7. 
The Federal Trade Commission more than a year ago 
leveled formal charges of illegal price-fixing against six 
large pharmaceutical houses. Meanwhile, producers of 
the Salk polio vaccine are being tried on charges of con- 
spiring to set uniform prices for the vaccine. 


Concern over drug prices has grown with proliferation 
of the “wonder drugs” on which practicing physicians have 
come increasingly to rely as specific remedies for partic- 
ular diseases. More often than not, the remedy prescribed 
today is a patented, trade-name product which the pharma- 
cist takes from a bottle on the shelf rather than compounds 
himself. The patient has no choice but to pay the price 
charged or go without medication. The price paid usually 
is high, sometimes higher than the doctor’s fee. Whether 
the high price is justified, on one hand by the costs of drug 
research and on the other by the supposedly superior cura- 
tive powers of the medicine, or whether it is artificially 
maintained for profit-making purposes is the question. 


SENATE COMMITTEE PROBE OF PRICING PRACTICES 


The Antitrust and Monopoly Subcommittee has sub- 
penaed records of leading drug companies and plans to call 
their top officials to the stand. The first week of the in- 
vestigation will be devoted to consideration of prices of 
cortisone derivatives and will include testimony by the 
presidents of three drug houses that put out those products. 
Among prospective critical witnesses to appear during the 
course of the inquiry is John Lear, science editor of the 
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Saturday Review and author of four recent articles in that 
publication which dealt with the influence of the drug in- 
dustry on medical practice. The subcommittee will look 
closely into the industry’s methods of doing business and 
weigh their effects on prices of seven major categories of 
drugs: antibiotics, specifics for diabetes, hormone products, 
sulfa drugs, tranquilizers, vaccines, and vitamins. 


Kefauver said on Nov. 18 that, in the two years his sub- 
committee had been studying prices, it had received more 
complaints about charges for drugs than about the cost of 
any other commodity. He told a press conference that 
there were “strong indications of considerable identity of 
prices among certain large companies.” ! The senator ob- 
served that this country had the world’s “finest medicines,” 
but he was “concerned that prices may be getting so high 
that people can’t buy them.” He indicated that the sub- 
committee would eventually examine retail drug pricing; 
the drug store’s margin of profit “will necessarily be a 
part of it.” 


The subcommittee’s preliminary inquiries had taken on 
a new dimension late in September when it was disclosed 
that the records of three large New York banks—Chase 
Manhattan, Bankers Trust, and Morgan Guaranty Trust— 
and of a number of investment companies, including mutual 
funds, had been subpenaed. The object was to ascertain 
whether finencial interests, directly through stock hold- 
ings in pharmaceutical companies or ‘indirectly through 
management of pension and trust funds owning drug com- 
pany shares, were influencing drug pricing policies. Cap- 
ital expansion and a merger trend among the drug com- 
panies were said to have increased the need of such a study. 


TRADE COMMISSION COMPLAINT ON ANTIBIOTIC PRICES 


Hearings on the charges of illegal price-fixing on broad- 
spectrum antibiotics? brought by the Federal Trade Com- 
mission have been held intermittently in New York City 
since early last January. The F.T.C. complaint was filed 
on July 28, 1958, at the conclusion of a two-year investi- 
gation. The six companies involved are American Cyana- 


1 An officer of Merck & Co., whose president is to be one of the first witnesses at 
the subcommittee hearings, said in New York the same day: “We have never col- 
laborated with any other drug company to set prices. . . . Where there is uniform 
pricing, and there obviously is in some cases, it is for competitive reasons [one 
company meeting the price of another].” 

2? Broad-spectrum antibiotics are effective against a wide range of micro-organisms 
causing infection and disease. 
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mid, Bristol Myers (and its subsidiary, Bristol Laborator- 
ies), Charles Pfizer, Olin Mathieson Chemical Corporation, 
and Upjohn—all leading antibiotic producers, which to- 


gether have annual sales amounting to well over $300 
million. 


The complaint centered on alleged efforts by the com- 
panies to monopolize the market for broad-spectrum anti- 
biotics and to fix prices of those products. The drugs cited 
in the complaint were Tetracycline (sold under such names 
as Achromycin, Steclin, Tetracyn), Chlortetracycline 
(Aureomycin), and Oxytetracycline (Terramycin). This 
group commands a major segment of the antibiotic market. 
Domestic sales of Tetracycline exceeded $100 million in 


1957 and, according to the complaint, the six companies 
made all of them. 


The Federal Trade Commission charged that for many 
years all six companies, by various agreements and by 
licensing of patents, had “engaged in unfair methods of 
competition” and “through conspiracy, combination, agree- 
ment and planned common courses of action” had “fixed 
and maintained arbitrary, artificial, non-competitive and 
rigid prices.” It asserted that Pfizer gave the U.S. Patent 
Office “false, misleading and incorrect statements” to get 
a Tetracycline patent, and that the other companies either 
had withheld information bearing on the patent application 
or had solicited licenses from Pfizer to produce the drug 
with knowledge that its patent application was irregular. 
The commission charged that Tetracycline was already in 
commercial channels when the patent application was filed 
and hence was not an invention for which a valid patent 
could be issued. 


Trade-marked versions of the first three broad-spectrum 
antibiotics (Aureomycin, Chloromycetin, Terramycin) sold 
constantly at the same price, although the price declined 
soon after the products were separately introduced in 
rapid succession by three drug houses a decade ago. By 
1951 the wholesale price had dropped to $5.10 for 16 tab- 
lets (as against an original price of $15), but it was still 
at that point five years later at the end of the period cov- 
ered by the study on which the F.T.C. complaint was based. 
When a fourth broad-spectrum antibiotic, Tetracycline, 
was introduced in 1953 under the trade name Achromycin, 
it too was priced at $5.10, and when four other companies 
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undertook to sell Tetracycline under their own trade names 
the following year, they also charged that price. 


The question is whether the price conformity was due 
to collusion or whether, as the companies claim, it resulted 
from keen competition that forced them to meet one an- 
other’s prices. A decision in the F.T.C. case is not ex- 
pected before the middle of next year. If it goes against 
the companies, they may appeal to the federal courts. 


PROFIT RATES AND MARKET RISKS OF DRUG MAKERS 


Five large drug manufacturers and three of their sub- 
sidiaries went on trial in Trenton, N. J., Oct. 13, on charges 
that they had conspired to eliminate competition and fix 
prices in sale of the Salk polio vaccine. The companies— 
Eli Lilly, Parke Davis, Merck & Co. (and its Merck, Sharpe 
& Dohme division), Allied Laboratories (and its Pitman- 
Moore division), and American Home Products Corpora- 
tion (with its subsidiary Wyeth Laboratories)—had been 
indicted on May 12, 1958, on the basis of accusations made 
by the Department of Justice. During the period covered 
by the indictment, from early 1955 to December 1957, 
these companies were the only producers of the vaccine 
and their combined sales of the product amounted to $53.6 
million.® 


The government contended that the vaccine producers 
had a continuing agreement to submit uniform price quo- 
tations and sale conditions on bids to supply public authori- 
ties with Salk vaccine during the period of the initial mass 
inoculation program against polio. If convicted, the com- 
panies will face not only a maximum fine of $100,000 apiece 
but also will be open to civil damage suits for recovery of 
millions of dollars expended by public agencies in buying 
the vaccine. 


Suspicions of collusion in the pricing of Salk vaccine 
were first aired in 1956 by the House Government Opera- 
tions Subcommittee on Intergovernmental Relations. The 
subcommittee, headed by Rep. L. H. Fountain (D N.C.), 
was then seeking to ascertain whether the U.S. Public 
Health Service had exercised “proper economy and effi- 
ciency” in spending federal funds appropriated in 1955 
to purchase the vaccine for the inoculation program. In 
a letter addressed to the attorneys general of all 48 states 


® Cutter Laboratories, originally licensed to make Salk vaccine, withdrew from the 
field when questions were raised about the safety of the product it turned out. 
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in October 1956, Fountain said information gathered by 
the subcommittee had “raised a serious question concern- 
ing a possible price-fixing conspiracy in the sale of polio 
vaccine.” He invited the state officers to furnish any evi- 
dence they had bearing on this question. 


The subcommittee’s report, adopted as the report of the 
full committee and published on Aug. 15, 1957, criticized 
the Public Health Service for failing to report to the Jus- 
tice Department that company bids for supply of the vac- 
cine had been identical. The report stated: 

State and federal agencies purchasing polio vaccine received 
literally hundreds of identical bids throughout the country. Dis- 

counts were identical and freight differentials were eliminated... . 


Identical price changes were made by all companies within a few 
days of each other... 


Polio vaccine prices exhibited an unusual resistance to the law 
of supply and demand. Two voluntary price reductions were 
made by all companies . . . while the demand exceeded the supply. 
... Prices then remained steady . . . even though the supply 
caught up with and exceeded the demand. 


The subcommittee asked the Department of Justice to in- 
vestigate to determine whether the federal government had 
been overcharged and to take any action warranted for 
recovery of excess payments. 


All of the companies denied the charges. Former New 
York Gov. Thomas E. Dewey, counsel for Eli Lilly, said 
on Oct. 14 that similarity of bids resulted from competition 
among producers, from unusual circumstances in the early 
development of vaccine production, and from the dictation 
of contract terms by the federal agency. The lawyer for 
Parke Davis asserted the next day that a federal official 
had instructed his company to match a competitor’s price 
if it wished to continue to sell vaccine to the government. 


Price-Boosting Features of the Industry 


TWO FACTS stand out in any examination of the prices 
of drugs: (1) Prices charged for prescription drugs are 
high and (2) profits in the booming drug industry are 
large. The pharmaceutical prices are high primarily be- 
cause production of drugs is a commercial enterprise, un- 
dertaken for profit and subject only to such regulation as 
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that provided under antitrust, food and drug, fair trade 
and like laws. 


In addition, certain unique features of the industry tend 
to keep the prices up. Drug houses devote much of their 
time to developing and promoting new products, which take 
over the market for products whose development and pro- 
motion already have cost large sums. Pharmaceutical pro- 
duction is a great gamble; individual manufacturers are 
in a continuing race to be the first to come upon and patent 
a new drug that will meet a pressing medical need. The 
stakes in the race may run into millions of dollars—profits 
for the company that gets there first; losses or reduced 
profits for the company that gets there a little too late. 


NEw DruGs AND PHENOMENAL Boom IN DruG SALES 


Sales of pharmaceuticals this year are expected to total 
around $2\% billion, as compared with $941 million in 
1947 and only $354 million in 1937. The boom dates back 
to the perfecting of processes for producing commercial 
quantities of penicillin, first of the antibiotics, during 
World War II. Since then, the medical world has received 
a succession of “wonder drugs’: the broad-spectrum anti- 
biotics, antihistamines, steroids, tranquilizers, various pain- 
killers, and countless others. 


The drug industry has added between 300 and 400 new 
products each year for the past decade or longer. More 
than 500 new drugs were put out in 1958. Many of the 
new products are mere refinements or new combinations 
of existing drugs, but some represent dramatic break- 
throughs into new avenues of control, treatment or preven- 
tion of disease. The latter are rare prizes for sponsoring 
companies. Such a one was the first oral medicine for dia- 
betes, Orinase, introduced by Upjohn in June 1957. Orinase 
captured a retail market of more than $30 million in 1958 
and sparked a race among competing firms to develop a 
still more effective diabetes medicine. The potential mar- 
ket for effective drugs in this field can be gauged by the 
fact that 1.6 million Americans suffer from diabetes and 
their number grows by 65,000 every year. 


It has been estimated that nine of every ten prescrip- 
tions written today call for drugs that were unavailable 
before World War II, two of three prescriptions for drugs 
that were unknown ten years ago. Antibiotics and anti- 


880 





High Price of Drugs 


histamines, not known before the war, accounted by 1954 
for 16 per cent and 2 per cent, respectively, of the pharma- 
ceutical market; their combined sales totaled $281 million. 
The number of prescriptions filled by drug stores more 
than tripled in two decades, rising from 182 million in 1939 
to 655 million in 1958—a period in which the population 
rose by only one-third. Nearly three-fourths of all drug 
sales today are of prescribed medicines; in 1939 only 51 
per cent of all drugs sold were on prescription. 


The race for new drugs has changed the character of 
pharmaceutical manufacture, once geared to the steady pro- 
duction of basic ingredients which the pharmacist com- 
pounded according to a physician’s instructions. Profit- 
able drug manufacture today rests on development of so- 
called “specialties”; that is, specific medications exclusive 
to one company and its licensees. The majority of pre- 
scriptions call for a product already prepared in dosage 
form and packaged by the producer or his licensee.‘ 


EXPENDITURES FOR SCIENTIFIC AND MARKET RESEARCH 


Keeping ahead in the specialty race is costly. It requires 
not only heavy and continued spending for scientific re- 
search but also large outlays to promote new products as 
they are developed. Expenditures for research have been 
rising, the industry spending for that purpose this year an 
estimated $190 million or seven cents of every sales dollar.® 
Merck, Sharpe & Dohme spent $17 million on research last 
year; Schering’s 1959 research budget of $7.5 million rep- 
resents more than 9 per cent of sales. Companies in most 
other large industries spend less than 2 per cent on re- 
search. 


New product development has been described as “a long, 
tedious, complex pathway more frequently beset with fail- 
ures than with successes.” 


Last year [1958] more than 100,000 products were tested ... by 
the industry . . . but only about 400 new products resulted and 
only about 20 of these were basically new chemical entities. .. . 
Five thousand analgesics have been discovered, but only eight are 
in common use; more than 5,000 antibiotics have been isolated, but 
only about two dozen have been marketed.§ 


* According to Fortune, May 1959, U.S. drug company subsidiaries supply one- 
half of all drugs prescribed by British doctors, because British producers still con- 
centrate on volume production of standard drugs rather than “specialties.” 

© Medical research expenditures by public and private agencies together totaled 
around $300 million in 1957. 


* George B. Stone, ““‘The New Product Challenge,” American Journal of Pharmacy, 
September 1959, p. 328. 
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It has been estimated that of every 100 products intro- 
duced, only eight return high profits, seven to ten pay their 
way, and the others are economic failures.’ 


The average length of time between starting develop- 
ment of a drug and marketing it is about two years. Chem- 
ical compounds selected for development are first isolated 
by a screening process, then studied in laboratory cultures, 
and later tested on animals. Data are collected on the 
product’s potency, toxicity and side-effects, and appro- 
priate forms and dosages are determined. If all indica- 
tions are favorable, selected doctors are asked to under- 
take trials on human patients. If the trials are successful, 
the drug is launched on the market. 


While the scientists are working at their end, others in 
a company are studying market potentialities. A pharma- 
ceutical] official told a recent industry forum that the “com- 
mercial potential” of a new drug should be appraised even 
while the product is still in the laboratory. “If marketing 
should not dictate to or control the scientist in our labora- 
tories,” he said, “it is equally true that research and de- 
velopment must not assume control over marketing.” He 
said the company “should permit the scientist and the com- 
mercial man... to meet on common... neutral ground.” 8 


Several types of marketing research are considered help- 
ful guides to commercial use of the scientist’s findings. 
One is the prescription audit, a check of a few hundred 
selected drug stores to find out how many prescriptions are 
being written for significant products, the refill rates, and 
dosage and package sizes. Another type of market re- 
search involves study of national samples of retail phar- 
macy purchase invoices, which reflect trends in sales of 
proprietary as well as of ethical drugs. A third type is 
based on reports from selected doctors on drugs prescribed, 
conditions for which prescribed, favored forms and dos- 
ages, effectiveness of medication, and related information. 
Data on the incidence of various diseases also afford a 
major guide to sales expectations. 


7Thomes A. Staudt, “The Pharmaceutical Mix,” Drug and Cosmetic Industry, May 
1957, p. 604. 
® Richard L. Hull (Smith, Kline and French Laboratories) at Pharmacy Educa- 


tion-Industry Forum, reported in Drug and Cosmetic Industry, September 1959, p. 
$29. 


* Ethical drugs are those sold only on prescription; proprietary drugs are trade- 
markei medical products available to any purchaser. The drug industry has been 
referring recently to “over-the-counter ethicals,”” meaning medicines that can be 
purchased without prescription althouch they contain small amounts of drugs nor- 


mally sold only on prescription. Certain salves and lozenges containing antibiotics 
belong in this category. 
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OUTLAYS ON CAMPAIGNS TO PROMOTE NEW PRODUCTS 


Critics of the drug industry complain that it spends too 
much money promoting its products. Eight leading com- 
panies, responsible for two-thirds of antibiotic sales in 
1956, gave the Federal Trade Commission information that 
showed promotional expenses for these products ranging 
from 9.7 to 30.7 per cent of sales. Promotional expenses 
are likely to be highest when a drug is being launched. 
Pfizer spent $714 million in a year and a half to promote 
Terramycin; Cyanamid, which laid out $20 million in half 
a dozen years promoting Aureomycin, budgeted $214 mil- 
lion for Achromycin’s first-year promotion. 


When it comes to advertising, the drug industry has one 
advantage over other manufacturers of consumer prod- 
ucts. It needs to address only a few hundred thousand 
doctors and druggists through medical journals to reach 
millions of ultimate consumers.!® Medical journal adver- 
tising, however, accounts for only 10 per cent of a typical 
ethical drug promotion budget; 50 per cent of the budget 
would be allotted to personal selling and 15 per cent to 
direct mail advertising. 


Pharmaceutical companies depend largely for promotion 
on commercial representatives, known as detail men, who 
call on individual doctors and wholesale and retail drug- 
gists. Some 15,000 detail men are employed in the indus- 
try. Each doctor visit (which may last only five or ten 
minutes) costs an estimated $9 or $10, and “detailing” of 
drug stores is reported to cost the industry as a whole 
$4,000 for each pharmacy. Visits to druggists are im- 
portant, because if a store does not stock one company’s 
product, the pharmacist may call up the physician to ask 
if he may substitute another concern’s product for the pre- 
scribed item. 


American doctors are flooded with mailed circulars de- 
scribing new drug products; thousands of such brochures 
may reach a doctor in a year. A point currently under 
debate is whether these mailings are useful aids to medical 
practice or whether the average doctor tosses them into 
the wastebasket without reading. Dr. H. Clyde Bowers, 
president of the New Jersey Medical Society, told a phar- 


A drug official noted recently that a non-color, full-page advertisement in each 
of four medical journals with a combined circulation of 600,000 would blanket the 
entire drug market at a cost of $3,000, while a similar advertisement in a popular 
magazine would cost $80,000 and not reach many potential consumers. 
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macists’ convention in Atlantic City last June 24 that the 
price of drugs could be cut if the drug houses would give 
up circularizing 200,000 physicians across the country. 
“Much of this literature is never read,” he said. Drug 
houses also send doctors and hospitals large quantities of 
samples, which many consider a needless expense. 


Besides promoting particular products, pharmaceutical 
manufacturers spend large sums on public relations activ- 
ities designed to foster the reputation of their companies. 
Institutional promotion is particularly important, because 
the same companies which produce ethical drugs also 
put out packaged medicines for over-the-counter sale and 
advertise them directly to the consumer. This creates an 
exceedingly delicate public relations problem. A drug 
journal columnist recently observed: “We are anxious that 
the patient buy our cough preparation and pay the pre- 
mium for the inclusion of an antibiotic, yet we also want 
the physician to recommend it. How to do this and not 
antagonize the doctor is often a professional public rela- 
tions problem. . . . There must be a happy marriage be- 
tween hard sell and no sell.’”’ "! 


PATENTING OF NEW DRUGS AND USE OF TRADE NAMES 


The high prices charged for prescription drugs are often 
blamed on the practice of patenting new drugs and market- 
ing both old and new drugs under trade names for which 
the manufacturer sets a “fair trade” price at retail. The 
fair trade mark-up in ethical drugs between wholesaler and 
retailer runs from 40 to 50 per cent. A patent gives a 
company to which it is issued the exclusive right to pro- 
duce and market a drug and to license its production and 
sale to other companies in return for payment of royalties. 


Drug houses may also patent processes for the manufac- 
ture of drugs. 


The importance of patent rights to the pharmaceutical 
industry is indicated by the extent of litigation over patent 
claims. Frequently several companies will be working in 
the same area of drug research, and they are likely to 
come up with similar findings. The Patent Office must 
decide: (1) whether a product sought to be patented is 


new and patentable and (2) which company was the first 
to develop it. 





“Ted Klein, “Pharmaceutical Public Relations,” Drug and Coemetic Industry, 
July 1959, p. 371. 
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It was found by the Federal Trade Commission that 
patent wars among 11 antibiotic producers accounted, up 
to September 1956, for 70 interference proceedings for 
determination of patent priorities. The majority of the 
contests were settled by agreements among the contesting 
companies. Sometimes the contenders agreed to with- 
drawal of all patent applications except that of one com- 
pany, and that company in turn agreed to license the 
others to produce the drug. 


Such intercompany pacts are made to expedite the grant- 
ing of a patent and launching on the market of a poten- 
tially profitable product. When patent applications on 
Tetracycline were tied up in interference proceedings in 
1954, Pfizer formally urged the Patent Office to make a 
speedy decision in view of the “immediate and tremendous 
commercial importance” of the product and the “most 
substantial and irreparable injury” the company was suffer- 
ing from the delay in obtaining a patent. Pfizer’s affidavit 
pointed out that it had already concluded an agreement 
with Cyanamid which conceded patent ‘priority to Pfizer 
and provided for payment of royalties, éxpected to exceed 
$50,000 a month, by Cyanamid to Pfizer. 


Cyanamid told the Patent Office in the same proceeding 
that it “would rather pay royalties to a bona fide 
patentee than see the pharmaceutical business . . . ruined 
by irresponsible price cutting.” The company expressed 
fear that unlicensed production of the drug, which was 
already being marketed by other companies, would result 
in lowering the price “so that at the termination of the 
interference the profits from which research funds come 
will have been reduced to nothing.” 


Whenever free competition in drugs has come into play, 
the price has dropped sharply. This has been true of 
unpatented drugs, such as the early penicillins, and of 
other drugs which have been developed by scientists work- 
ing for the government or for philanthropic institutions 
and licensed to the industry without royalty charges. The 
price of penicillin, $20 for a 100,000-unit vial in 1943, had 
fallen below 30c by 1947. The wholesale price of procaine 
penicillin, an improved form introduced in 1948, slid from 
$10 a vial of 10 doses early that year to $6 by the end of 
1947 and to 60c by 1956. “These sharp decreases resulted 
from improvements in production efficiency and reductions 
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in cost, the benefits of which were passed on to purchasers 
through active price competition of numerous manufac- 
turers—as many as 14 in 1948 . . . and still seven in 1956.” ** 


Upjohn recently announced the first price cut on Orinase 
since the drug was introduced two and a half years ago; 
the fair trade retail price was lowered from $6.75 to $6.25 
for a bottle of 50 tablets. For many months Orinase was 
the only oral diabetic drug on the market, but comparable 
drugs were introduced during the past year by several other 
companies. One of the new drugs, U.S. Vitamin & Phar- 
maceutical Corporation’s DBI, has been selling for 6c a 
tablet as against Orinase’s original price of 1314c. Another 
new drug in this category, Pfizer’s Diabinese, sells for 15c 
a tablet but it is not necessary for a diabetic to take as 
many of these tablets. 


In testimony before the New York Joint Legislative Com- 
mittee on Health Insurance, Oct. 1, a representative of the 
Metropolitan New York Consumer Council cited several 
instances in which identical drugs sold for much less under 
their generic names than under their trade names. He said 
that 100 units of Amphetamine cost $1.45 to $2.70 under 
the generic name, but $5 under a better-known trade name 
(Dexedrine). Prednisone, which cost $10-$18 for a cer- 
tain amount under its own name, cost $25-$30 under a 
brand name (Meticorten). Wholesale prices of 12 brand- 
name products advertised only to doctors totaled $31.45, 
whereas identical substances under the generic names 
would cost only $11.26. The witness said: “Consumer or- 
ganizations can find no explanation for high prices for 
brand-name drugs other than that the prices are being 
kept up by the patent umbrella.” Drug makers insist, 
however, that the industry remains highly competitive and 
that the effect of patenting on prices has been considerably 
exaggerated. 


Cut-rate drug stores in cities where fair trade laws do 
not apply or are not rigidly enforced sell prescription drugs 
at retail prices under those charged by pharmacists who 
add the standard mark-up. Deep discounts frequently are 
offered on such over-the-counter packaged products as vita- 
mins. Sen. Kefauver said on Nov. 18 that he had evidence 
that drug products of American companies were sold in 


12 Federal Trade Commission, Economic Report on Antibiotic Manufacture (June 
1958), p. 17. 
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foreign countries at prices substantially lower than those 
charged in the United States. 


PROFIT RATES AND MARKET RISKS OF DRUG MAKERS 


Profit rates are markedly higher on pharmaceuticals than 
on other manufactured products, but earnings of indi- 
vidual drug manufacturers tend to fluctuate. A company 
with a new drug may make a handsome profit in one year 
but make no more than a fair showing when similar prod- 
ucts from other companies enter the market. 


Government statistics show that profits of the drug indus- 
try as a whole nevertheless run consistently at more than 
twice the rate of profits of manufacturing in general. 
Drug company profits before taxes amounted to 19.9 per 
cent of sales in 1958, when the comparable rate for all 
manufacturing was 7.4 per cent. Figures for 1957 through 
the first half of 1959 show profits after taxes amounting 
to more than 10 per cent of sales for drugs and to less 
than 4 per cent of sales for manufacturing as a whole. 
According to an industry source, 14 companies with $1.4 
billion in pharmaceutical sales in 1957 had combined profits 
after taxes of $219.5 million, amounting to 12.8 per cent 
of sales; a like rate of earnings was said to have prevailed 
for most of the period since World War II." 


F.T.C. studies of 12 leading pharmaceutical manufac- 
turers showed that their 1956 ratios of net profit before 
taxes to net sales of antibiotics ranged from a high of 
40.5 per cent to a low of 1.8 per cent. Each company had 
experienced considerable fluctuation in profits on antibiotic 
operations during the 1950-56 period. The most prosperous 
company had the least variation; its profits on antibiotics 
before taxes ran from a high of 54 per cent to a low of 
38 per cent. But a company that made a profit of 13 per 
cent on antibiotics one year took a heavy loss another year. 
The drop in penicillin prices accounted for much of the 
latter company’s loss. Several drug makers dropped peni- 
cillin operations after the price went down. 


The F.T.C. emphasized the relationship between profit 
rates and “inherent risks” in the industry, chiefly “the risk 
of obsolescence if . . . [a company’s products] lose their 
potency due to the development of immunity or if still 


183A. C. Dalton (Baxter Laboratories, Inc.), “Prognosis: Good Health,’ Drug and 
Coametic Industry, July 1959, p. 48. 
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more effective remedies, or equally effective but cheaper 
remedies, are discovered.” 4 The president of a large 
pharmaceutical house recently said that a profit of 10 to 
15 per cent after taxes was necessary to meet the risks 
of obsolescence. The president of another house, a defend- 
ant in the Salk vaccine case, told the court that his com- 
pany was not interested in a new product unless it returned 
at least three times its cost. 


Plans to Ease Burden of High Drug Prices 


THE HIGH COST of producing and marketing pharmaceu- 
ticals and the profit margins prevailing in the industry 
are reflected in the price most persons pay to have pre- 
scriptions filled. Fortnightly surveys by American Drug- 
gist show that the average cost of a prescription has been 
hovering around $3.10 in recent months. Twenty years 
ago the average prescription cost was $1.11. The drug 
industry contends that the rise is reasonable in view of 
general price inflation and in light of the fact that modern 
drugs shorten the duration of illness or control a disease 
which might otherwise prove disabling or fatal. Spokes- 
men for the consumer, however, issue the reminder that 
wonder drugs do not help a sick person who cannot afford 
to buy them. 


Witnesses before the New York Joint Legislative Com- 
mittee on Health Insurance pointed out that many families 
forgo calling a doctor, or restrict doctor calls to children’s 
illnesses, because they cannot pay the prices charged for 
most prescription drugs. Typical price of a bottle of 16 
antibiotic pills was said to be around $8. A case was 
cited of a man earning $65 a week who paid $15 a week 
for an entire year for medicine needed to treat a skin 
disease. Sufferers from heart disease, diabetes, arthritis, 
and other organic or chronic ailments have to buy expen- 
sive drugs regularly for the remainder of their lives. 


Government data analyzed in the Feb. 7, 1959, issue of 
the Journal of the American Medical Association indicated 
that the rise in costs of medical care was almost entirely 


% Federal Trade Commission, Economic Report on Antibiotic Manufacture (June 
1958), p. 223. 
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owing to increased hospital and drug costs. According 
to the Health Insurance Association of America, drug costs 
have been estimated in various surveys to account for any- 
where from 7 to 25 per cent of the nation’s total medical 
bill. The Consumer Price Index attributes 5.4 per cent of 
all consumer expenditures to expenditures for medical care; 
its breakdown of medical care expenditures assigns only 
0.9 per cent of the total to the cost of medicines and one- 
third of the cost of medicines to prescription drugs. Tech- 
nicians are currently studying prices and volume of sales 
of new drugs with a view to revising the drug and pre- 
scription component of the index. 


COVERAGE OF DruG Costs BY HEALTH INSURANCE 


The Federal Trade Commission has observed that “A 
high price will do less to discourage demand [in the case 
of ethical drugs] than in many other industries.” In other 
words, most people will pay what is asked for medicine 
prescribed by a physician, even if they think the price is 
unreasonably high, for in time of illness they have no 
alternative. 


Because there appears little immediate hope of getting 
drug prices down, considerable attention has been given 
to putting this part of medical costs under some type of 
prepayment plan. Certain drug expenses are already cov- 
ered by the health insurance policies whose benefits now 
extend to 123 million Americans. Hospitalization insur- 
ance usually provides for payment of drug costs incurred 
while in the hospital. Approximately 1714 million persons 
have major medical insurance, which gives partial reim- 
bursement for the cost of medicines used to treat a serious 
illness. A typical major medical insurance policy requires 
the person covered to pay the first $50 or $100 of the costs 
of an illness, while the insurance company pays 75 to 80 
per cent of remaining costs. Drug expenses, including 
charges for prescription drugs, are covered along with other 
medical expenses. The insurance industry is expecting 
rapid growth of this type of insurance coverage. 


The question of insurance to meet drug costs came be- 
fore the New York Joint Legislative Committee last Oc- 
tober. Representatives of the insurance industry said 
their companies were ready to insure drug costs or any- 
thing else if the public was willing to pay the necessary 
premiums. A problem that has arisen with drug insur- 
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ance currently in effect is to make certain that various 
other items sold at drug stores do not creep into an in- 
sured person’s bill for medicines or other articles required 
for treatment. 


Speaking for the Health Insurance Association, an exec- 
utive of Guardian Life Insurance Company told the com- 
mittee he thought people would just as soon pay out of 
pocket for occasional prescriptions for ordinary short- 
term illness. As for chronically ill persons requiring 
“maintenance drugs,” they should be able to budget $10 
to $15 a month for them, just as they budget for food 
and rent. Neither type of drug expense struck him as 
readily insurable. However, the “unexpected and unpre- 
dictable” drug bills that come when catastrophic illness 
strikes could and should be insured. 


NEW PREPAYMENT PLANS AND CREDIT CARD SCHEMES 


A new type of drug prepayment plan, being tried out 
in Ontario, Canada, is attracting considerable attention in 
the pharmaceutical field. The plan, sponsored by the re- 
tail druggists of Essex County, across the river from De- 
troit, operates through a non-profit corporation called 
“Prescription Services, Inc.” The corporation acts as 


agent for employee groups and their families in dealings 
with drug stores in the county. Seventy-five of the 84 
pharmacies in the area participate; each made a loan of 
$150 to the corporation for initial financing. 


Premium rates are $1.90 a month for adults and 65c for 
each child, and a charge of 35c is made for each prescrip- 
tion filled. No limits are placed on the medical condition 
or age of enrollees, and the 35c rate for prescriptions ap- 
plies to all types of medication except injectibles, diabetic 
supplies (including insulin), non-therapeutic vitamins, 
dietary supplements, and patent medicines. However, the 
president of the corporation told the New York Joint Leg- 
islative Committee that enrollment in the plan “fell far 
short of our expectations,” and that he felt “the concept 
of budgeting for prescriptions by prepayment will require 
time to catch on.” 


The California Pharmaceutical Association is consider- 
ing sponsorship of an experimental drug prepayment plan 
at a suggested monthly rate of $4 to $10 a family, depend- 
ing on its size, without any charge for filling prescrip- 
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tions. A novel feature of the plan would be a tie-in with 
a credit card service now operated by the Bank of Amer- 
ica. The credit card would serve as a means of identifying 
members to druggists, and the credit card service would 
bill members for premiums due under the prepayment plan. 
Bank of America credit cards are already being used as a 
means of handling charges for services rendered by doc- 
tors and hospitals to participants in a plan sponsored by 
the Fresno County (Calif.) Medical Society. 


The American Druggist said in its June 1, 1959, issue 
that a number of prepayment plans sponsored by segments 
of the drug industry had been pigeonholed because of 
doubts as to their legality under the antitrust laws. The 
F.T.C. told American Druggist that a druggist-sponsored 
plan would be “questionable” under the Sherman Act if 
there was “any channeling of prescriptions to special drug 
stores” or if any question of price-fixing was involved. 
This would rule out a uniform price schedule. The legal 
position of druggist-sponsored schemes differs from that 
of ordinary health insurance, whose sponsors “sell nothing 
more than insurance.” 


PLANS TO CuT DruG CosTS FOR PARTICULAR GROUPS 


The interest of the retail drug industry in prepayment 
plans grows out of fears that government agencies, labor 
unions and other groups may expand programs for pro- 
vision of low-cost prescription drugs. Concern about “by- 
passing the drug store’”’ was voiced at the convention of the 
National Association of Retail Druggists in St. Louis, Sept. 
20-24. An executive committee report noted that “The 
prestige of the drug store suffers from the attitudes of the 
public toward the cost of medication.” 


Willard B. Simmons, chairman of the N.A.R.D. execu- 
tive committee, said: “The tendency of state and federal 
agencies concerned with health services to by-pass the drug 
store is a major problem facing retail pharmacies.” He 
directed attention also to growing competition from estab- 
lishment of pharmacies in group medical practice clinics, 
hospital outpatient facilities, and labor union medical cen- 
ters. Harry J. Lloynd, president of Parke-Davis, warned 
the N.A.R.D. of the “distinct possibility” that dispensing 
of prescription medicines will be “invaded . . . by pro- 
ponents of totally new methods of distribution to the 
public.” Lloynd urged the industry to “thoroughly impress 
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and convince people that it is to their advantage to have 
these services offered exclusively by retail pharmacies.” 


A number of recent developments indicate that the con- 
cern of retail druggists is well founded. The Oregon State 
Welfare Commission has launched a study of the advisa- 
bility of setting up a state-owned pharmacy to fill pre- 
scriptions of welfare recipients. The Internationa] Ladies 
Garment Workers Union recently opened a pharmacy in 
Newark, N. J., to provide low-cost prescription service to 
its members. This union has 16 health centers in different 
parts of the country, and some of them provide prescription 
service.'5 


A new low-cost prescription service for old people was 
instituted recently by the American Association of Retired 
Persons and the National Retired Teachers Association. 
These organizations have purchased large amounts of 
pharmaceuticals directly from drug manufacturers to 
supply their pharmacies in Washington, D. C., and Alta- 
dena, Calif., and a third one to be established in Florida. 
Prescriptions are to be filled by mail order at 25 per cent 
or more below retail prices. The service is available to 
the 200,000 members of the two organizations. Any re- 
tired person over 55 years of age may join one of the 


associations on payment of dues of $2 a year; the mail 
order drug service thus has a potential customer list of 
15 million. 


The American College of Apothecaries called on the 
American Medical Association last May to add a clause to 
its code of ethics to forbid doctors to own pharmacies. 
The organization adopted its own new “code of profes- 
sional practice.” The code commands the pharmacist not 
to “‘under-price a prescription . . . for the purpose of in- 
juring the reputation for fair dealing of other pharma- 
cists” and not to make any reference in advertising to 
prices of prescription drugs or to charges made for filling 
prescriptions. The substitution of brand-name products 
on prescriptions without the doctor’s permission aiso was 
proscribed. 


“The 1.L.G.W.U. health center pharmacy in New York City filled an average of 
600 prescriptions a day at an average cost of 65c in a recent year. 


“Ted Klein, “News and Views,” Drug and Coemetic Industry, September 195° 
p. 341 
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